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TAGS: EAID, EFIN CE 

SUBJECT: COST OVERRUN ON BOWATENNA POWER PROJECT 

SUMMARY: ON BASIS BID PRICES RECEIVED FOR ADB- 
FINANCED CONTRACTS RE BOWATENNA POWER PROJECT IN 
SRI LANKA (APPROVED DEC 19, 1972), BORROWER HAS 
INDICATED THERE WILL BE ABOUT $4.5 MILLION 
FOREX COST OVERRUN. BANK MANAGEMENT INTENDS TO 
AUTHORIZE IMPLEMENTATION AGENCY TO ISSUE NECESSARY 
LETTERS OF INTENT TO AWARD CONTRACTS WITH UNDER- 
STANDING THERE IS NO COMMITMENT ON PART OF BANK TO 
FINANCE EXCESS OVER ORIGINAL $8.0 MILLION LOAN 
AMOUNT; BUT ALSO WITH UNDERSTANDING OVERRUN MAY 
SUBSEQUENTLY BE FINANCED BY BANK IF BOARD OF 
DIRECTORS APPROVES SUPPLEMENTARY LOAN FOR 
PROJECT. END SUMMARY. 
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LOAN TO GOVT. OF SRI LANKA ON DEC 19. 1972 TO 
FINANCE FOREX COST OF BOWATENNA POWER PROJECT FOR 
HYDROPOWER GENERATION. POWER PLANT WAS SCHEDULED 
TO BEGIN OPERATIONS IN OCTOBER 1976. HOWEVER. 

AFTER DELAY IN RECRUITMENT OF ENGINEERING 
CONSULTANTS, PROCUREMENT TENDERING NOT COMPLETED 
UNTIL DECEMBER 1974. EVALUATION OF MAJOR TENDERS 
NOW COMPLETED AND CONTRACTS EXPECTED TO BE 
AWARDED WITHIN FIRST HALF OF 1975. (CONSTRUCTION 
OF BOWATENNA DAM BEING FINANCED UNDER IDA LOAN ALSO 
DELAYED. HYDRO-STATION TO BE CONSTRUCTED UNDER 
BANK LOAN WILL BE FED WITH WATER FROM BOWATENNA 
RESERVOIR. WHICH IS BEING CONSTRUCTED UNDER IDA 
LOAN.) 

2. AS RESULT GENERAL INCREASE IN WORLD PROCES 
FOR THIS TYPE OF EQUIPMENT SINCE ORIGINAL PROJECT 
APPRAISAL, BID PRICES ON BANK-FINANCED CONTRACTS 
INDICATE THERE WOULD BE FOREX COST OVERRUN OF 
ABOUT $4.5 MILLION. BORROWER ADVISED BANK 
THAT SRI LANKA COULD NOT PROVIDE ADDITIONAL 
FOREX REQUIREMENT IN VIEW COUNTRY'S SERIOUS 
FOREX SITUATION AND REQUESTED SUPPLEMENTARY 
LOAN FROM BANK. 

3. MANAGEMENT INTENDS TO AUTHORIZE IMPLEMENTA- 
TION AGENCY TO ISSUE NECESSARY LETTER OF INTENT 
TO AWARD CONTRACT, BUT WITH NO COMMITMENT ON 
BANK'S PART TO FINANCE CONTRACTS IN EXCESS OF 
APPROVED LOAN AMOUNT. HOWEVER, THERE WILL BE 
UNDERSTANDING THAT, IF BOARD OF DIRECTORS 
APPROVES SUPPLEMENTARY LOAN, THESE CONTRACTS 
MAY BE FINANCED FROM LOAN PROCEEDS. 

4. INFORMATION PAPER ON THIS SUBJECT (ADB DOC. 

IN-32-75) BEING POUCHED ADDRESSEES. 

SULLIVAN 
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